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March 24, 2006

To the Honorable Mayor,
Members of the City Council,
and Citizens of the City of Lewisville, Texas:

The Comprehensive Annual Financial Report (CAFR) of the City of Lewisville, Texas, for the
year ended September 30, 2005, is submitted herewith. Responsibility for both the accuracy of
the data and the completeness and fairness of the presentation, including all disclosures, rests
with the City. To the best of our knowledge and belief, the enclosed data is accurate in all
material respects and is reported in a manner designed to present fairly the financial position and
results of operations of the City, on a Government-wide and Fund basis. All disclosures
necessary to enable the reader to gain an understanding of the City’s financial activities have
been included.

To provide a reasonable basis for making these representations, management of the City has
established a comprehensive internal control framework that is designed both to protect the
City’s assets from loss, theft, or misuse and to compile sufficient reliable information for the
preparation of the City’s financial statements in conformity with accounting principles generally
accepted in the United States of America. Because the cost of internal controls should not
outweigh their benefits, the City’s comprehensive framework of internal controls has been
designed to provide reasonable rather than absolute assurance that the financial statements will
be free from material misstatement. We believe the data, as presented, is accurate in all material
aspects, that it is presented in a manner to fairly represent the financial position and results of
operations of the City and that all disclosures necessary to enable the reader to gain the
maximum understanding of the City’s financial affairs have been included. The CAFR for the
year ended September 30, 2005, is prepared in accordance with generally accepted accounting
principles (GAAP) and in conformance with standards of financial reporting established by the
Governmental Accounting Standards Board (GASB) using guidelines recommended by the
Government Finance Officers Association of the United States and Canada (GFOA).

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview and analysis of the basic financial
statements. MD&A complements this letter of transmittal and should be read in conjunction
with it.

The CAFR is presented in three sections: introductory, financial, and statistical. The
introductory section includes this transmittal letter, the City’s organizational chart, a list of
principal officials, and an area map. The financial section includes the MD&A, Government-
wide and Major Fund presentations, Required Supplementary Information, Combining
Individual Fund Statements, as well as the independent auditors’ report on the financial

P.O. Box 299002
Lewisville, Texas 75029-9002



statements and schedules. The statistical section includes selected financial and demographic
information, generally presented on a multi-year basis.

GENERAL INFORMATION - CITY OF LEWISVILLE

The City of Lewisville is geographically located north of the hub of the ten-county metropolitan
area containing Dallas and Fort Worth, Texas. The City is characterized as a predominantly
suburban residential community situated in the growth corridor linking the Dallas/Fort Worth
International Airport (Tarrant County) through Lewisville (Denton County) to cities to the east in
Collin County. Lewisville shares the Metroplex economy based primarily on commerce,
tourism, manufacturing, and finance.

The City of Lewisville was incorporated in 1925. The current charter was adopted in 1962 and
amended as recently as September 2004. Lewisville is a home-rule city and operates under the
Council-Manager form of government. The City Council is comprised of the Mayor and five
members and is responsible for enacting ordinances, resolutions and regulations governing the
City. In addition, the City Council appoints the members of various boards and commissions,
the City Manager, City Attorney, City Judge, and City Secretary. As chief administrative
officer, the City Manager is responsible for implementing Council policies, overseeing municipal
operations, and appointing and supervising the various department directors.

The City provides the full range of municipal services as authorized by statute or charter. This
includes public safety (police and fire), streets, water and sewer utilities, sanitation, health and
social services, parks and leisure services, public improvements, community development with
planning and zoning, and general administrative services.

In addition, the City of Lewisville has organizations called component units. Component units
are legally separate organizations for which the elected officials of the City of Lewisville are
financially accountable. At September 30, 2005, the component units for the City of Lewisville
are the Lewisville Housing Finance Corporation, the Lewisville Industrial Development
Authority, the Lewisville Parks and Library Development Corporation, the Lewisville Old Town
Tax Increment Reinvestment Zone Number 1 and the Lewisville Health Benefit Trust.

ECONOMIC CONDITIONS AND OUTLOOK

The City of Lewisville continues to experience positive annual population growth. Since 1990,
Lewisville’s population has increased 86.3% to an estimated 86,650 in 2005. Estimates are for
residential population to be approximately 111,168 at the time of build-out around 2030. With
Lewisville’s continued pro-business policies, the City continues to prosper economically.
Highlights include:

e 21" Century Insurance Company opened a new 136,000 sq. ft. facility in the Waters
Ridge Business Park in conjunction with the sale of auto insurance in the state in 2004.
Full employment of 500 employees will be reached in 2006.



e EMC Mortgage Company, a division of Bear Stearns, relocated 500 of its employees
from Las Colinas to a 121,000 sg. ft. building in the Vista Ridge Business Park in June of
2005 as phase one of an anticipated two-phase project.

e Horizon Health Corporation is constructing a new 90,000 sg. ft. headquarters facility in
the Vista Ridge Business Park to retain and add 65 new jobs making a total Lewisville
employment of 225 employees.

e Hilton Garden Inn & Convention Center, a six-story, 161-room hotel with 25,000 sq. ft.
convention center located in the Vista Ridge Business Park, is currently under
construction and scheduled for completion in January 2007.

e The consolidation of various North Dallas facilities has resulted in the construction of a
new 17,500 sq. ft. Schwan’s Foods regional office and distribution facility in the Waters
Ridge Business Park.

e As one of two national distribution centers, Rheem Manufacturing has leased 350,000 sq.
ft. in the Waters Ridge Business Park and will employ 50 employees.

e Overhead Door Corporation relocated their corporate headquarters from Farmers Branch
to the ConVergence Office Campus. The 60,000 sq. ft. facility that will employ 175
people.

e Lake Vista 4, a new 121,000 sq. ft. speculative office building, is under construction by
Myers & Crow in the Vista Ridge Business Park and is scheduled for completion in 2006.

e Lakeside Office 1, a new 98,000 sq. ft speculative office building, is under construction
by Myers & Crow in the Vista Ridge Business Park and is scheduled for completion in
2006.

e Crossroads Centre is Lewisville’s newest business park development located east of
I-35E along SH 121. The office park is 365 acres and is master planned for office and
industrial development as well as multi-family and townhouse uses.

e ConVergence Office Campus is currently undergoing renovations to complete the
corporate campus that is being developed in three phases. The facility, which will total
approximately one million square feet upon completion, currently has three tenants:
GMAC Residential, Texas Instruments and the corporate offices of Overhead Door
Company.

MAJOR INITIATIVES
Old Town Tax Increment Reinvestment Zone. This Zone was created in December, 2001, with

participation, in addition to the City, by Denton County. Tax increment revenues from the Zone
will be used to finance infrastructure improvements to stimulate revitalization of Old Town.




Projects to date include parking improvements, wayfinding, infrastructure needs studies,
sidewalk enhancements and beautification projects. The Zone will expire in 2021.

Metropolitan Transit System. The Denton County Transportation Authority (DCTA) was
formed in 2001 under the authority of the Denton County Commissioners Court and was
approved by the voters in November 2002. Lewisville was one of three cities in which voters
approved funding the DCTA through a half-cent sales tax in August of 2003. The DCTA has
worked to identify a commuter rail route from Carrollton, where it will meet with another transit
system, Dallas Area Rapid Transit (DART) and connect Denton County residents to the rest of
the Metroplex. The city is studying several possible locations for future rail stops in Lewisville,
including one in Old Town Lewisville and one near FM 407. Lewisville continues to participate
in the DCTA planning process.

One other facet of the DCTA is the Enhanced Local Assistance Program, or ELAP. This
program takes some of the sales tax collected in the local cities and returns it to be used for vital
road projects. In Lewisville, this includes Garden Ridge Boulevard and Fox Avenue among
others.

College Street and Sun Valley Aquatic Centers. Completion of two new aquatic centers totaling
$6.1 million occurred in June 2005 with funding provided by the dedicated one-fourth of one
cent (.25%) sales and use tax for park and library improvements. The College Street Center is a
12-acre park featuring three sprayground areas, two double-loop slides, water channel and an in-
gound/above-ground water feature area. The Sun Valley Center is a four-acre park featuring an
eight lane lap pool, diving pool, two double-loop slides, lazy river, sprayground play area and a
tot play area.

FINANCIAL INFORMATION

Financial Policies. The City of Lewisville has adopted (with City Council approval) formal
written financial policies. These include policies for Revenue Management, Expenditure Control,
Capitalization, Financial Reserve/Fund Balance Levels, Debt Management, Investments, and
Budget Transfers among others. Policies are reviewed and amended regularly.

Accounting Procedures and Budgetary Controls. The City’s accounting records for general
governmental activities are maintained on a modified accrual basis, with revenues being
recorded when available and measurable, and expenditures being recorded when the services or
goods are received and the liabilities are incurred. Accounting records for the City’s water and
sewer utility and other proprietary activities are maintained on the accrual basis.

The legal level of budgetary control is at the fund level. Budgetary control is maintained at the
fund level with encumbrances entered at the time a purchase requisition is approved. Open
encumbrances are recorded as reservations of fund balance as of September 30 of each year, and
the subsequent year’s budget is increased to reflect these carried-forward encumbrances.
Unspent and unencumbered appropriations lapse at the end of the fiscal year.



The budgetary process begins each year with the preparation of both current and proposed year
revenue estimates by the City’s financial management staff and expenditure estimates by each
City department. Budgets are reviewed by the City Manager who then makes final decisions and
submits a recommended budget to the City Council. The proposed budget is reviewed
extensively by the City Council, a process that includes a Charter-mandated public hearing, in
addition to work sessions, which are open to the public. For the 2004-05 fiscal year, the City
Charter required adoption of the City budget by no later than 15 days prior to the beginning of
the fiscal year.

While the budget is developed and controlled at the departmental level, appropriations are made
at the fund level. An ordinance establishes the budget for operating expenditures, debt service
payments, and interfund transfers, while a separate ordinance establishes the property tax rate.

As part of each year’s budget development process, departments are required to update
expenditure estimates for the current fiscal year. These estimates are reviewed by the Budget
and Research Director, the City Manager, and the City Council concurrent with review of the
proposed budget. The re-estimated current year budget is used as a working budget for the last
half of the current fiscal year. This re-estimated budget may require a supplemental
appropriation and, if so, such supplemental appropriation is approved by ordinance adopted by
the City Council prior to the end of the current fiscal year.

During the course of the fiscal year, expenditure controls are maintained by each department
director with overall review exercised by the Budget and Research Director and the City
Manager.  Monthly departmental expenditure reports are generated by an automated
management accounting system and provide expenditure totals and encumbrances at the line-
item level for the most recently completed month, as well as a year-to-date total, and an actual
versus planned rate of expenditure. Major expenditure requests are reviewed by the Budget and
Research Director prior to the encumbrance of funds.

Constant review of revenue and expenditure trends is maintained with specific responsibility
assigned to the Budget and Research Director. Recommendations for corrective action are made
to the City Manager (and to the City Council, if appropriate) as needed to ensure the integrity of
the adopted budget.

Tax Rates. All eligible property within the City is subject to assessment, levy, and collection by
the City of a continuing, direct ad valorem tax sufficient to provide for the payment of principal
and interest on outstanding bonds within the limits prescribed by law, and the payment of
operation and maintenance costs as approved by the City Council. Under State law and
provisions of the City Charter, the City is limited to a maximum tax rate of $2.50 per $100
assessed valuation. As shown below, the tax rate adopted by the City Council has historically
been substantially lower than the maximum provided by law.

The allocation of the property tax levy by purpose (General Fund operations and Debt Service)
for fiscal year 2005-06 and the preceding five fiscal years is reflected in the following table:



Purpose 2005-06 2004-05 2003-04 2002-03 2001-02 2000-01

General Fund 0.32107 0.31641 0.31581 0.31581 0.32046 0.32097
Debt Service Fund 0.13572 0.13409 0.13469 0.13469 0.13004 0.13008
Total Tax Rate 0.45679 0.45050 0.45050 0.45050 0.45050 0.45105

Tax Appraisal/Collection Responsibilities. Under Texas law enacted in 1979, and subsequent
revisions to the State Property Tax Code, the appraised value of taxable property in Lewisville is
established by the Denton Central Appraisal District of Denton County. The City of Lewisville
and other taxing jurisdictions in Denton County provide a pro rata share of the budgeted
expenditures incurred by the Appraisal District based upon individual levy. In fiscal year
2004-05, the City payment to the Appraisal District for appraisal services was $203,704, an
increase of $5,156 from the amount paid by the City in 2003-04. Beginning in October 1997, the
City contracted with Denton County for tax collection services. The 2004-05 cost was $13,699.

Long-Term Financial Planning.

The City prepares a series of multi-year financial plans and forecasts that enable the City to
reasonably predict future impacts on the government’s financial position. For its two largest
funds, the General Fund and the Water and Sewer Utility Fund, a five-year financial plan is
prepared in addition to a five-year street and drainage program and a five-year water and sewer
capital improvement project plan. In the age of rapid technological advances, a five-year
strategic technology plan is prepared as well. A five-year parks and recreation financial plan is
also created to properly structure priorities and foresee increases in operating costs connected
with the operation and maintenance of new facilities or programs.

Debt Administration. Two ratios traditionally used to analyze the debt structure of
municipalities are presented below. Revenue debt has been excluded since service and user
charges made by utility system customers are used to retire such debt and no ad valorem tax
proceeds are used for utility revenue bond debt service.

Outstanding General Obligation Debt at 9-30-05 (Net of Debt Service) $48,092,595
Estimated Population 86,650
G. O. Debt per Capita $555
Net G. O. Debt per Assessed Value 0.93%

The City’s bond ratings at September 30, 2005 were as follows:

General Obligation Revenue
Standard & Poor’s AA AA-
Moody’s Investor’s Service Aa3 Al

Cash Management. According to the City of Lewisville’s Investment Policy, the Investment
Committee has three main objectives in managing the portfolio: safety, liquidity, and yield.




Safety

Safety is insured in several ways: investing only in securities allowed by state statute and the
City’s investment policy; using delivery versus payment for all security transactions; requiring
all cash in the bank be collateralized with government securities pledged to the City and safe
kept at a third party institution; and diversifying investment purchases to minimize individual
security market risk. In addition, the City uses an approved list of security brokers when making
investment transactions.

Liquidity

Liquidity is the second objective of the Investment Committee’s management of the portfolio.
To ensure sufficient funds to meet scheduled obligations, investment maturities are matched to
projected expenditures. In addition, a portion of the portfolio is invested in liquid assets, such as
pools and short-term securities, to cover unforeseen expenditures and day-to-day fluctuations.
By using the matching strategy, a portion of the portfolio can be extended out longer, thus
increasing yield and establishing interest earnings.

At September 30, 2005, the portfolio consisted of:

Year to Percent of

Maturity Portfolio
0-1 64.77%
1-2 35.23%

Yield

Maximizing yield is the third objective of the Investment Committee. Although maintaining
safety and liquidity are always more important than increasing yield, the Investment Committee
should be able to maintain a reasonable rate of return and at the same time avoid taking on
unnecessary risks. The City’s portfolio average yield, including TexPool, was 2.92% in 2005.

OTHER INFORMATION

Independent Audit. According to Section 34 of the City Charter of the City of Lewisville, an
annual independent audit is required to be made of the financial records of the City by a Public
Accountant or Certified Public Accountant selected by the City Council. The City of Lewisville
has engaged the firm of Weaver & Tidwell, L.L.P. and the opinion is included in this report.

It should be noted that the auditors included all funds in their audit, performed their audit in
accordance with generally accepted auditing standards, and stated that, in their opinion, the
statements herein present fairly, in all material respects, the financial position of the City at
September 30, 2005, and the changes in financial position and cash flows, where applicable, for
the year then ended in conformity with generally accepted accounting principles.

Certificate of Achievement. The Government Finance Officers Association of the United States
and Canada (GFOA) awarded a Certificate of Achievement for Excellence in Financial
Reporting to the City of Lewisville for its Comprehensive Annual Financial Report for the Fiscal
Year ended September 30, 2004. The Certificate of Achievement is a prestigious national award




recognizing conformance with the highest standards for preparation of state and local
government financial reports.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily
readable and efficiently organized Comprehensive Annual Financial Report whose contents
conform to program standards. Such reports must satisfy both generally accepted accounting
principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. The City of Lewisville has
received a Certificate of Achievement for the last sixteen (16) consecutive years (fiscal years
ended 1989-2004). We believe our current report continues to conform to the Certificate of
Achievement Program requirements, and we are submitting it to the GFOA to determine its
eligibility for another certificate.
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